FINAL BILL REPORT

ESB 5925

C4L9S
Synopsis as Enacted

Brief Description: Modifying the determination of unemployment insurance contribution rates.
Sponsors: Senator Pelz.

Senate Committee on Labor, Commerce & Trade
House Committee on Commerce & Labor

Background: Washington State employers pay unemployment insurance (Ul) taxes on each
employee in order to fund the payment of unemployment benefits. The current system of
taxation was established by the Legislature in 1984, and provides for the adjustment of
employer rates as follows:

Tax Schedules/Trust Fund Trigger: There are seven distinct tax schedules: AA, A, B, C,
D, E, and F, with AA containing the lowest, and F the highest average tax rates. The
schedule is determined by the level of monies in the Ul trust fund as compared to the state’s
total wages (trust fund balance divided by total wages expressed as percentage) with the
lowest tax schedule AA in effect when the fund balance ratio is at 3.9 percent or higher.
The highest tax schedule, schedule F, is in effect when the fund balance ratio is less than 1.4
percent.

Interval of Fund Balance Ratio Effective Tax Schedule

3.9% and above
3.4% to 3.89%
2.9% to 3.39%
2.4% to 2.89%
1.9% to 2.39%
1.4% to 1.89%
Less than 1.4%
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On June 30 of each year the Employment Security Department is statutorily required to
determine which of the seven tax rates schedules will be in effect for the following year.
Based on this process, the unemployment insurance tax schedule is set to transition from the
existing AA to A schedule on January 1, 1995.

Rate Class/Experience Rating: Within each tax schedule there are 20 rate classes ranging
from .36 percent to 5.4 percent of taxable payroll ($19.9 K, 1994). Employers are placed
in each of the 20 rate classes based on their history of reducing their work force. This is
termed "experience rating."” Employers with a high experience rating pay a higher Ul tax
rate.
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Summary: The method of determining the state’s unemployment insurance tax schedule is
modified as follows:

AA Schedule: The tax schedule AA is maintained in effect for calendar year 1995.

Trigger Mechanism: The Ul tax rate trigger mechanism is modified permanently in 1996
as follows:

Interval of Fund Balance Ratio Effective Tax Schedule

2.90% and above
2.50% to 2.89%
2.10% to 2.49%
1.70% to 2.09%
1.30% to 1.69%
1.00% to 1.29%
Less than 1.00%
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Interim Study: The Employment Security Department is directed to conduct a study of the
Ul trust fund, outlining the advantages and disadvantages of modifying the existing funding
mechanism.

Votes on Final Passage:

Senate 44 5
House 68 29

Effective: March 16, 1995 (Section 1)
January 1, 1998 (Section 2)
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